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Kelly Smith is a loan officer with Highport Bankcorp. One of her favorite customers is Charlie Roberts, the primary stockholder and originator of Roberts Robotics. A visit to his manufacturing facility is always interesting because of the increasing number of experimental and unique applications of robotics in fields ranging from toys to medical, aeronautical, military and automotive. New consumer and household robots are also in process of development. On her way to an appointment with Roberts in September, 2011, Kelly thought about the uses her bank already made of similar products, including ATMs and telecommunications devices.
Their meeting in September was the fourth since June. Roberts confirmed his plans for an expansion that was required because of several new contracts. One of these involved a combination tracked vehicle and remote controlled aircraft for use by U.S. armed forces in several key locations worldwide. Actual manufacturing details would not be available to the bank’s analysts because they are classified documents; however, sales and cost projections would be given to the bank as confidential information. 
Interestingly, one of the contracts concerned sales of Roberts Robotics wireless controlled toy helicopters, earth-moving machines, ships and submarines to one of the nation’s largest retail companies. Charlie Roberts explained that concepts developed for toys often led to more complex designs for industrial and military products. 
After reviewing his company’s current plans, Roberts asked Kelly Smith to consider bank financing for two purposes. The first was a manufacturing facility to be constructed at the 20-acre suburban location of the original plant. The new plant would be used to make component parts for the tracked aircraft as well as new toy designs developed by Roberts engineers. For many of the company’s products, its facilities are not large enough to carry through the entire manufacturing operation. In those cases – such as the multimillion-dollar drone aircraft – products are completed by larger well-known corporations under licensing agreements.
The purchase price of the new plant is $2,125,000. Since Highport Bankcorp is the lender on the company’s long-term debt – which will total $1,400,183 at December 31, 2011 – Roberts asks Kelly Smith to consider a take-out commitment for 75% of the cost. If the take-out loan is approved, this would add $1,593,750 to the total long-term debt when the bank funds are substituted for the builder’s financing at the first of January, 2012. Roberts also asks that the new financing and previous long-term debt be combined for a total of $2,993,933 to be paid over a term of fifteen years. 
As shown on Exhibit 1, the new combined 15-year loan would have an annual interest rate of 10 percent, monthly payment of $31,388.10, and principal that is repaid at an increasing amount each month. Under the previous long-term debt, the current portion of long-term debt (principal to be paid during the following 12 months) will be $50,051 at December 31, 2011. Exhibit 1 shows that the current portion at the end of 2012, with the new financing included, will be $103,653.41 while the actual amount of principal paid during 2012 will be $94,230.37.

Exhibit 2 summarizes the addition to Roberts fixed assets on January 1, 2012, and the changes to accumulated depreciation during the forecast year. Charlie Roberts plans for net fixed assets to be $3,290,028 by year-end, with accumulated depreciation of $2,388, 258. 
The second need for bank credit requested by Roberts is a line-of-credit to help cover the company’s seasonal cash flow shortages. Exhibit 3 contains the seasonal index numbers for each month, and it emphasizes the increased sales volume extending from May through December. The seasonal effect is primarily the result of toy sales in the last four months each year and hobbyist need for model airplane, boat and automobile parts in summer and fall months. The bank would continue to provide a cash balance of $50,000 at the end of each month for Roberts Robotics – investing any surplus cash in short-term securities and filling in a shortage of cash by drawing on the line-of-credit.
With the new plant in operation, sales in 2012 are expected to increase by 14 percent over sales in 2011; however, the sales increase for 2013 is predicted to fall back to 10 percent over sales in 2012. For budgeting purposes, 10 percent of sales each month are for cash, 45 percent are paid by bank credit cards, and 45 percent on Roberts Robotics charge accounts. On the budget, bank credit card sales are considered the same as cash since they are collected in the same month as sales. Charge account sales are collected starting in the next month following sales, with 60 percent received in the first month, 25 percent in the second month, and 13 percent in the third month. At the end of the third month the remaining 2 percent of sales are rewritten off as bad debt.

Although bank credit card sales are treated the same as cash sales in terms of collection time, there are several costs associated with bank card sales. At the end of three months following sales, 2 percent of bank card sales are predicted to be bad debts. This dollar amount must be repaid to the bank – as both an expense and a cash outflow at the end of the third month. In addition, each month during the forecast year of 2012 a fee is paid for the use of bank card terminals. The monthly bank card terminal fee is $10 per terminal, and there will be one terminal for each $100,000 in predicted bank card sales for the year. This cost in 2012 will be reduced from the fee that is being paid in 2011. Finally, there is a fee each month equal to 3 percent of bank card sales.

For budgeting purposes, several of Roberts Robotics expenses are divided equally among the months of 2012. These are salary expense, $548,000; product development, $204, 300; lease expense, $146,000; and advertising, $93,000

On the income statement, maintenance & other expense will be listed as $265,000; however, the company intends to pay out only $124,000 of this total expense. The difference of $141,000 will be added to the previous year’s Accrued Expense account.
Sales commissions equal to 6 percent of sales are paid out each month on the cash budget forecast.

Cost of goods sold for years 2012 and 2013 is expected to be 70.5 percent of sales. This is the cost of inventory, ordered two months ahead of sales, and includes materials bought from outside sources in addition to internal production costs.
Interest expense of 8 percent will be paid in the month following a balance of short-term borrowing on the line-of-credit. The interest rate per month is the annual rate divided by twelve. Similarly, interest at 2.5 percent is received in the month following an investment in short-term securities due to a surplus of cash exceeding $50,000. This interest income is at one-twelfth the annual rate. 
Roberts Robotics is incorporated with 50,000 shares of common stock at $1.00 par value. At the end of 2011, capital surplus (the difference between the stock’s issue price and its par value) equal to $150,000 and retained earnings of $1,455,554. The Roberts board of directors has approved a  dividend of $3.00 per share for 2012, to be paid quarterly at $0.75 per share at the end of March, June, September and December.
On the cash budget, the sales forecast for each month should equal sales for the entire year multiplied by that month’s seasonal index number (from Exhibit 3) divided by twelve.
The tax rate for Roberts Robotics is 26 percent of before-tax income. For 2012 the total tax is expected to be $149,099.56. On the projected cash budget the total tax may be divided into quarterly payments that are cash outflows at the end of March, June, September and December. 
Exhibit 4 shows the beginning of the cash budget for 2012, including the last four months of 2011 and January, 2012. By the end of December, 2011, short-term borrowing under the line-of-credit is reduced to zero and the company will have $135,326 in short-term securities. Funds from the new long-term debt constitute a cash inflow in January, helping to offset the cash outflow from the purchase of fixed assets by Roberts Robotics.
Sequences of calculations for January, 2012, ending inventory, accounts receivable, and inventory are shown on Exhibit 5. Exhibits 6 and 7 are the balance sheets and income statements for years 2006 through 2011, and Exhibit 8 shows financial ratios for those years leading up to the forecast year, 2012. Industry average ratios are also shown for similar manufacturing companies. Although there are no firms exactly like Roberts Robotics, Kelly Smith believes these ratios will permit a useful comparison.
Kelly will complete the 2012 cash budget and pro forma financial statements for Roberts Robotics based on the estimates provided by Charlie Roberts for the final months of 2011 and projected numbers for 2012. These spreadsheets, together with a ratio analysis, should give Kelly and the Highport Bankcorp loan committee an idea of the credit worthiness of Roberts Robotics. Their decision regarding approval of the credit requests will follow the financial analysis.

To complete the credit analysis for Roberts Robotics, the numerical information described above should be entered on the cash budget, balance sheet and income statement Excel spreadsheets that are available at GSBLSU.org. (click on Students and Bank Study Projects). Once the cash budget and pro forma balance sheet and income statement are filled in, the remaining spreadsheets will be completed automatically. In addition to the spreadsheets described earlier, statements of cash flows, sources and uses of funds, degrees of leverage, and Du Pont ratio analysis will be completed by the computer program.

Small differences on the spreadsheets may be caused by computer rounding since calculations are carried to 13 decimal places. Causes of differences in balancing greater than a few dollars should be located and corrected. Questions about the Roberts Robotics case or problems in the solution should be referred to Paul Cretien at Cretien619@aol.com.
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